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I. INTRODUCTION 


"Tne Department cf Defense is the single largest ener 
Someumet An che United S<atast [Ref. 1]. alee 
federal government accounts for only a 
the naticn’s total energy use, DOD is the largest Vv 
consumer representing aporoximately 81 percent cf <«hat+ 
woral. Tiewpa jority of DOD energy is in th= tscm of petro- 
leun, Oil an lubricants (POL) with annual consumption 
peaieeenGg £O 250 niliion barrels of oil. With over £aive 
percent cf the DOD budget iévoted to anergy =xp 
1S reasonable to axpset a fairly intricate and wsll-planned 
strategy dedicated to the management of energ 
eset. 2). 
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DeUls Pratap y GOnCeDn is not  9nly to acquire the necss- 
Saeeererdy {ahd in the ferm required), but to transport 
Peace enorgy to the place where it is needed in the timely 
peemecous-sterne fashicn regduired in order for DOD to perforn 
its operational missicn. Because of the supply and price 
dzsrupticns of the past decade, DO iste also.) Del Vaisala 


concerned with achieving both secur and assured sources of 
enercy. Prespiwe Of the dicticulties of thea aforementioned 
tasks at the outset, DOD nonetheless levies an additionznal 
requirement that all thase actions be performed for the 
least cost. The latter represents a duality of purpose 
(cost efficiency vs. readiness), which pervades the entire 
system of DOD petroleum acyuisition and distribution. 

Gi particular interest in this thesis is the sealitt 
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component of POL logistics, the clean product tanker. Prin 
representative of the Merchant Marine in this area of 
Support, and generally believed to be an important element 
of strategic planning, he clean product tanker fleet is 
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currentiy in the depths of a serious depression. In addi- 


tot, tals specialized fleet is facing potent: 
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Begmetat2On which threatens tO diminish its size su a 
eet! be incapable cf providing the support required by 
DOD. 

The impact of this potentially changing environment for 


mote scaliit on both the DOD petroleum distribution syst2m in 
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vf 
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HeBeGal, and on the Military Sealift Command in particula 


'Pemeclcaen: f£OcuS Of fttention tort poth lLogisticians and 


strategic planners. Me 15 considered pertinen:, therefore, 
to 2xamine the economic and legislative factors involved in 


the Cutwre of the clean product tanker fleet, and tc attampt 
memmcacn some Conclusions predarding its futures viability as 


Bebe oe a==et on POL sealifzt considerztions. 


Pe, —teac End, Chapters Il and [II will discuss che DOD 
Peemoteum Gistributicn system in ganeral, and the -z:ols of 
Siew miiizcary Sealift Command within that system specitfi- 


weave) Chapter TY will examine the supply and demand ferces 
Been I1NMPpeact Jn ‘the tanker fleet, and will be followed in 
Mmeapcter VY by adiscussion of the specific legislative 


BlecOors sevOived in tanker forecasting. Chapte 
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eeoemoe +O PULL this information together in a general 
summary of the currant clean product tanker fleet status in 
Sader) ©£O draw general conclusions for Military Sealift 


Command behavior in this potentially changing environnent. 








II. BACKGROUND 
MimpOrdeumeto L£UllyY appreciate the role of the Military 
Sealift Ccmaand (MSC) endeewiewelesn product “tanx<se a7 EOL 


Wegeesc ics, 2271s necessary to understand the generalities of 


DOD petroleum conSumption and the basic workings ani key 
players involved in the distribution systen. This chapter 
2S, Bmeretore, dieiveted to establishing a framework of 


foemecal ansoraation *O asSist the reader in placing later 


ia 


BeCU>-=-0£S in the prcrer perspective. 


A. DOD PETROLEUM CONSUMPTION 


Because or the very nature of tae DOD business, ctzhe u 
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of petroleum répresents yest arcther duality of purposes which 
[eeeccs heavily on distribution soncerns. DOD feces 4kO 
genaral requirements in this area: 1) to acquire and 
feet oute SUTZiclent petroleum and petroleum products £0 
meez peacetine day-to-day operations, and 2) cOnmacg Ulne, 
@2serabute/store POL to mset war and contingency needs. 

The former, labeled +h2 Peacetine Operating stock (FOS), 
represents the annual turnover of DOD petroleum acquisi- 
eLOnS . POS requirements are devzloped by the individual 
Military services on the basis of gecgraphic location, 
resupply logistics and anticipated requirements. 

War Reserve Materiel Requirements (WRMR) are defined as 
the "guanticzy of POL required to ¢quip and support the mili- 
tary forces in hostilities until resupply can be estab- 
lished" [Ref. 3]. WRMR requirements are also developed by 
each military service, with input concerning formula compo- 
nents and recommended areas of consideration from the 
Department of Energy in the Office of the Deputy Assistant 





secretary of Defense (Logistics and Materisl Management). 
These anticipated requiremants ultinataly become JCS rececn- 
mendations, and finally Defense Guidance objectives. As the 
first major DOD budget document, the Dafense Guidance sssen- 
tially finalizes the service recomnendations inte required 
amounts of petroleum for a strategically determined number 
of days of supply to be maintained. 

Peemercase a)  DOLtiCn Of the driving force behind POL 
Begestics ii2s in the way in which chese two gqe2reral 


requirements are treated. Figure 2-1 1s trates chat, if 
both requirements were stored in a single tank, the WRMR 
Would theoretically float on the PIS volune. Tre wozal 


emo wnt of f£Euel gy the tank and te] amount of POS decreases 


as fuel is used, but the amount cf WRMR would remain invio- 


ieee. Thus, logisticians must p32 soncerned with two sepa- 
rate bux related tasks: nesting war raserve required amcunts 
LOz storage, as well as constant upkeep of PGS So as *9 


allow tne wer reserve to remain untouched. 

There 1s considerable concern regarding this a 
POL logistics, based upon recent axparience during the oil 
etee=go of the 1970's. During that tine, SuBfaczent 20s 
Bequiacements could not be met, and DOD found itself dipping 
into war reserves in order to maintain its peacetime oper- 
aero LOotces [| Rek. Yj. The potential impact of such @ prac- 
fice fae <=2he event of hesmeteatias iis Sigma ft cently 
Capeetentat €65 them carrying out o£ strategic planning. 
Thus, the heavy emphasis placed upon the separateness of the 
two POL requirements is being very closely enforced and 
monitored at this time. Phe Mepis en. Of his policy calls 
upOn the acquisition and distribution system to maintain POL 
levels fer both requiremeats. 

Aienough Figure 2~1 depicts both POS and WRMR in 4 


Single storage unit, this is not necessarily the case. 








Ponceeceabic Funding and planning iirected teward acqui=sag 
Necessary storage facilities worldwide for WRMR. Ae ough 
Pese2s Des. Stored in close sroximity to users, WRMR plan- 
ming dictates ‘that storage facilities be located nox only 
efose tO users, Dut in anticipated areas cf need. The 
Biipecte Upon the distribution systema nay be a broadening of 
Structure to meet diverse geograpnis supply areas, or (as is 
more cften the cas?) a limiting effect as other geogranni- 
cally available modes of transport ar2 found. The latter 
aspect will be discussed more fully in a later chapter. 

The importance of the planning phase of DOD petroleua 
Seasumocion iies not cnly in the intricacies and szrategies 
ements ODeration, Blcene tn LMpeace Le naS™- Oh Shaping the 
Eemmec-lre Of the Organizaticn tO sWhom 1% asSignsS acton for 
Carrying out these plans. BY Recessity, “DOD musz utzl ae 
mer considerable military assats at its disposal +0 carry 


@ Such an crgapaze- 


cl 


emewlcs POL logistics, yet meli them in 
tion that accepts dedication to DOD requirements above and 
beyond individual service loyalties. The key plaver in this 
Pape ne=work of POL logistics is the Defense Logistics 
Agency's Defense Fuel Supply Center, located at Cameron 


meel0n in Alexandria} Virginia. 


B. DEFENSE FUEL SUPELY CENTER (DFSC) 


Until 1973, each military service handied Lts own POL 
G@eeeeeibutienm and funding activities, with DFSC acting prine- 


rily as a fuel procurement activity. In that ysar, however, 


DFSC was designated the "Integrated Materiel Manager" for 
bulk petroleum products. With that designation came the 
responsibility for procurement, Ownership, accountability 


and distribution of POL used by all components of DOD. ODFSC 
micouw buys coude oil stocks forthe Strategic Petroleunh 


Reserve and fuels fer specified federal agencies [{ Ref. 5]. 
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The Defense Logistics Agency acts as the parent organizat:? 


= 
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© 
oJ 


bee OVeeces™ Of0DFSC activities, reporting to the Officeeot 
the Secretary of Defense as needed. 

Deets S2rttsal respons bility is the collection or PCL 
Gata from the military services, which is then used in the 
composition of thes Inventory Managenént Plan (IMP). 

Meter is a two-volume pubdlicetion that orovides data 
Ih Stcrage availa aie cy Aides rOCuGt a2nW@ene Ory  Wwiten we 
to be positioned geographicaliv in support or peacetime 
Operetions and vre-poSitionsd #@@al> fTeserve materiel 
requirements" [ReFf. 6]. 


fee is the most important plenniweg docuneat @n ODF 
2 


ecceivities, since peace gine 


1 


$ 
TiS Veh comma moucte son £12) “and the 
fot 


@eees 27 Which 1t will be needed during th 


m@ 


Upicomen ¢ (lacic 
Poeoeweeeewolished annually with regular gquartérly chances, it 


is also updated on a@ constant daily basis to reflect changes 
r 


Pee cCtesemaautS OG milizcary force structure changss. Much 
Semeeeme  irtcrmation that is collested for this document is 


reflected in the Defense Guidance budgeting proposal. 

foe COliecticn om che data Gor the IMP is accomplbashed 
eeouga the work of DFSC Defense Fuel Region (DFR) offices 
and Joint Petroleum Offices (JP0), which are established by 
the overseas Unified Commands. Ehese ewe f£lehas agente 
provide liaison with DOD customers and traffic management 
for deliveries within their areas worldwide. aes olelke shepoly 
miese Offices “Baintain constant contact with customers 
concerning future deliveries and submit monthly "slaces" of 
Modetéedwnfcormation to DFSC regarding requirements for the 
j@yee Of product, quantity and dat? of the month required. 
Based upon the IMP and the monthly slates, DFSC schedules 
14S acquisitions and distribution of petroleum products. 

Beyond the collection and consdilidation of POL require- 
ments, DFSC is also responsible for ensuring that sufficient 
storage exists +9 maintain required inventories worldwide. 
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Memes end, they are authorized => contract £55 eddictioral 


tt 


S@elitics through cem@mercial operators when Sgisting nili- 
PeusyescaWece 9& DLA owned tankage is insufficient. They eee 


eooesuvOlVed in planning for tahkage construction ubiliz: 


o 


Bemetacy Construction funding within the continental Unix 


Al. POL acquisitions are considared owned by DFSC unti 
Geélivered te the ultina: user. ACGULS#-29nNS are “Heds 
izing the Defense Fuel Stock Fund, which is rep 
user payments for POL received. In the event +h 

ry user is unable to store the requested ?P 
excess within DLA owned tankage untii su 
oemeee can be delivered to the ultamate user [ Ref. 7]. Droe 
mematso rcesponsible for advising tha nilites Services o 
Pecommended storage programs and aiditional constructior of 
S@enracge facilities when applicable. 

The final major step in the DFSS chain of responsibility 
femeeene Selection and utilization of POL .transportasion. 
Because of the ccmmercial nature of DFSC operations and *he 
DOD requirement to run a break-even business with regard to 
meer petrense Fuel Stock Fund, the salection of trénsportation 
MeeesS 45 NOt linited to militarily available fa 
Beemer 2s billed for all wtransportation costs associated with 
th2 movement of its POL, including per diem, demurrage, 

aadfreight and Giversions when appropriate. Transportation 


cos*s are the most easily manipulated for potential savings. 


(D 


AS POL prices continue t9 tise, DPSC is more and nore 
Gemectrned With cutting costs in the area o@ transportation. 
DFSC is now utilizing a2 growing number of alternative 
commercial modes for POL movement which represent cost 
savings. In the overseas area, where pipelines and refin- 
eries are relatively abundant, ODFSC has shifted emphasis to 
the acquisition of local POL and distribution by pipeline 


and tug-barge combinations +o mest its overseas needs. 
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There are, HOV SOKCS , SU wO ME DccuLo oc iT tbary Boroganiza=:ome 
Peeecdesd ~e the Support of DFSC POL transportation. 
MamacecOszaance with DOD directives, the Military @ratzic 
Management Command 1s designated as the DOD singles nanager 
responsible for . DFSC the requirements for “ths 


ct 
} 
te 


movement of bulk pe isum using land transpor 0 
the continental United States. bane -chalsoo=c r 
instance includes water movements only within the Great 
Lakes, inland waterways, Sngetneern et and inteca 
waterways. 

DOD directives also define the Secretary of the Navy as 
eae ‘single manager for océan transportation", with «hs 
Military Sealift Command designated 2S nis agent for 
Mieav2a ng =ransportatvion support to DFSC for the movenen- 

Meo PStExleun products utilizing cankers and/or ccsan 
Beerng barges" (Ref. 8]. 

Because of the subject area of this paper, the Military 
iiewaic Management Ccmmand and its POL distribution will not 
De fEtlrther discussed. The Military Sealife Command will be 
examined in the succeeding chapter. 

In conclusion, although ch2 entire DOD petroleun plan- 
ning and management network is highly intricata and widely 
dispersed among government and military components, the 
mewmal acduisi:tion and distribution system in general 
involves only three levels of coordination: the users 
(military and selacted government organizations}, DFSC, and 
the MTMC-MSC~pipeline transportation systen. These levels 
and the corresponding flow of infornation between them (fron 
an MSC viewpoint) is depicted in Figure 2-2. It is impor- 
tant to note that, although the key players in the FOL 
distribution system aré all assign2d or belong to specific 
departments of DOD or the military, the actual coordination 
eemas to Eetlect a lateral or horizontal systen within the 
vercical organizations involved. Specialists representing 
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all departments work together on a lateral basis to assure 
FOL levels and distribution requiranents are met 2ffici 


i 
ang ettectively. A. GGilsi:denpaple  dJezrtion Of <he ceomnusic 


cr 
~ 
ne 
Q 


Saga is handled by direct phone contact between cocrdina’ 
paercies, with backup paperwork submitted in large part afczer 
Shes fact (particularly insofar as actual schedules change). 
Aiaieoall players in the system must report «to thei: 
Specitic departments, there is a strongly emphasized hori- 
@omeal responsibility for personal contact and coordination 
Piemenm <he distribution, revolving primarily azround DFSC: 
One might almost contend that these key players must answer 
fom ewo Masters: <ne Military aradepooweaeseaecnental struc- 


eilee, aed the DOD petroleum distribution systom. 
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IIX. DOR PETROLEUM SBALIFT 
Mee sealift= compenent of the DOD petroleum i:isctr+bucion 
Syscem is the clean product tanker fleet, Preach is 
Con-~tolied and operated by the Military Sealift Command in 
Washington D.C. A special branch within MSC, the Tanker 
ay2si0On, is specifically charged with the day-to-day opera- 
oneal responsibilities of maintaining and operating the MSC 


tanker fleet. This chapter is devoted so a descripticr of 
fam) 


D 


those specific responsibilities, and fhe oare° 2h 
Meeauct tanker plays in MSC POL opecations. 
Ae AISSION AND STRUCTURE 


MemioG > Feplesentative in tre distribution necwork, th 


(D 


Wee 
Tanker Division specifically dafines its POL mission a 


" 


follows: 


Meee co Operate the MSC nucleus canker fiecet and other 
Saale POL carriers acquired byeNSS to mect i Ob) Lee 
requirements and to arrange for commercial shipping to 
meet DOD and DOD SpenSored puik ostroleun lift Tequire- 
ments with aaxinun efficiency and economy" fRef. “94 


The Tanker Division fleet is primarily involved in 
Pensa -toO-po=n delivery of refined petroleum products to 
feet ary 2nstallations, limited {but increasing) numbers of 
deliveries to Navy ships 2t sea, and the transportation of 
crude oi1 in support cf the Strategic Petroleum Reserve 
(DOD's crude war reserves). 

The division is divided into two branches: the Tanker 
Operations Branch and the Tanker Management Support Branch. 
The Tanker Operations Branch is responsible for exercising 


direct operational ccntrol over all tankers assigned to or 
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Saree receny MSC [| RefLIeGie) In addition, this branch is ths 
Pemteey  coutace with DFSC, and sonducts dizrac 
PectmaOuewecn that office concerning all changes is eicher 
Speeatacns Of Lift requirements. The Tarnk#z2 Operations 
BEAbRCn prepares aonthly estimates of tanker flee: 
Omeeey, and accordingly initiates tequests for 
S or release actions to redu 
red. Tt is also responsible f£ 
a NaStEative paperwork for t 
Gdaag schedules, SOWmeL na PiVSeatee Ons 2d. -Saslhing 
Se Oa, theses OSS lial sonmreqicced .¥ 
feieecanker cperations ar2 controlled from this branch ia 
WaShington 0.C. Representative assistanca is provided, 
Meme ves, DY DhR7ioOcation USC offices as well as DFR and JPO 
versonnel overseas. The Tanker Operations Braach is aiso 
Poieeecu.esy concerned with Quality Assurance Inspections, 
Moiset are conducted cn 2ach tanker pricr to POL loading. 
Pemeeiwre tO achieve a required rating for the tyoe of fuel to 
be Loaded results in cestly delays and schedule adjustments. 
Therefore, all prospective charter tankers are inspected 
Piece =c firal agreement, end require approval of this 
Beamen befors contract signature. Ths ees /cbee 2 Cu la my 
Popo E&tant because product tankers are, theoretically, 
Sxapene. Or Switching £rom crude 253 refined oroduct Icads, 
and many do so on the basis of shifting demand. 
The Tanker Management Support Branch iS primerily 


responsible for: 


"developing, ej Ldn WigGeesnd anced retang Pong. aad 
SBHQOLt-~range Operational plans, policies and procedures 
for the worldwide, sevemeant of petroleum vroduc S; moni- 
Eomlng apd ensuring tae accurate Bee para. Of CoSza= 
Emomar data Upon whach the monthly MSC POL billings are 
pased; and developing and preparing the division over- 
head budget submission for the operating and planning 
budgecs" [Ref. 11]. 
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B. HSC FLEET SIZING PROCEDORES 


The actual tanker fleet maintained by MSC and the Tanker 
Division is based upon requirements and SG editeri1ens deca 7vsd 
by DFSC. Initial planning requiremants provide the earlies- 
miemceat:On of the number of tankers needed, and are 


meee ced tO MSC by DFSC approximately 15 to 18 nonths pra 


ct 
O 


@e fiscal year. Thess are the same requirenents used i 


ee 


h 
@ previously aentioned Inventory 4anagement Plan, which is 


ct 
+o 


used in the presidential budget subnission. A second set of 
data, the operating requiraments, is submittad by DFSC abou 
GEmmonths prior to the fiscal year, and represent a more 
SBecilLate presentation of the types and amounts 2f fuel «to be 
moved. This set 9£ data is used by MSC to develoo an accro- 
Posations budget for fiscal year operations. 

eeeezong these cwo sets Of data from DFPSC (which in 
Meeat reflect a detailed listing of requirements inciuding 
the number of barrels to be shipped, the area of origin, 
fesmanaticn port, product type ani the month in which the 
movements iS t> occur), MSC conducts a detailed step-by-steo 
procedure to convert thease requirements ints Handy Size 
Tanker (HST) equivalents. PicwGst DOV Den nd shins po oes 
@ie]= is based upon the fact that this particular Size “«anker 
represents the most efficient and capable transport of the 
generally small amounts of DOD petroleum and petroleum prod- 
Meco tO be shipped. AS pettect uot asoncerined Dy — MSC asa 
25,293 DWT clean product tanker with a speed of 16 kts. 
Utilizing these linits, the MSC ‘tanker ‘fleet is then 
Senmverted into HST equivalents, ahd the? tesulting 4dHST 
requirements and HST fleet is compared (after certain manual 
adjustments for "real world conditions") to ascertain the 
Gapability of the MSC fleet to mee DFSC requirements 
free. 12}. 
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Based Of this determination of the number of HST +enker 
BeiamarentS Locessary to £ulfill POL requitremen+s for “hs 
Bescel Ycar, the Tanker Division then decermines the mber 


of charter tankers needed to meet the task. 

Mee eneS LOUL PLlimary sources from which to obtain add:- 
pega Charzec tankers: the Merchant Marine fleer 
flag), tne National Defense Reserve Fleet, the R 

mye ekd the foreign trlag flees< (which incluie 
erft2ective JU. Se Contlolied vessele “and £f5r 

els). The NDRF and RRF vessels are Encl mal 
d icr emergency purposes, although they are 
memuse by MSC if reguired. The tankers in thes 
are, however, generally very old and would require = 
PeGeaeicns to make them sufficiently — The 
mare U. 5. Conttolled tarkers are those operating under 
Qs ot convenience (Libéria, Panana, Honduras) which are 
fp y Us. S. interests. These tankers are availabie for 

at 


itioning in an émergency situation only and, since 


(l 


uis 
hey are crewed by sailors from around the world, repressnt 
SaescGencern £0 MSC as to the actual willingness and avail- 
seemeecy they offer. For2ign flag tankers are availabie to 
Semouly Oy voluntary contractual agreements or Ration-to- 
hation agreements. Therefore, if ‘pPeacetine of - ans 
contingency situations the only tankers that are realisti- 
Smereyeavyailablisc for MSC charter are those witnin the U. S. 
Merchant Marine. 

There are four types of charter agreements utilized by 
MSC in expanding the nucleus flser. Bareboat charters 
involve a long term charter during which the tanker is 
Manned and operated by MSC government personnel. Nine new 
tankers within the snucleus fleet were obtained through 
“build and charter" agreements, whicn were based upon bare- 
boat type charter practices. A ssecend =ype “Sf charter is 


the time charter, which may involve a time perici from a few 
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weeks tc several years, but equires that the ship cwner 
provide crew and ship management for the tsrm ci che 
Charter. Under this agreement, the ship 
cos=s except fuel, pert charges and cana HE 

barebcat charters, time charterer's pay a hire fee which may 
De Dased cn either DWT per month or dollars par day. The 
Beeed sype Of charter is the voyage charter, Wl 

expressed in either consecutive or single voyage format. 
fim@emesingie voyage Cherter (or “spot charter") is the one 
most often used by MSC to meet emargency lift requirements. 
This agreement provides for one shipment only, and remuner3- 
peer 2s based upon the amount of freight carried (i.e., sex 
amen: per ton Cr cargo). The last type of charter agrese- 
Demeemes =ne contract of AfEceightmant, which svecifies an 
Gmewmms Of © Cargo to be cazried in an 

memon Derlod, but dces not require 
Bpecitic ships. The owner is required only to meet the 
Bmueremnmen=s spelled out in the contract regarding ta 
SBeteangs and size of tanker, and is paid based upon a ra 
Pee ton of cargo. 

MeenG-2135z22S the Navy Industriel Fund for operational 
expenses. Tres Eevelviag fund is generally availabie co 
Meetide working capital for industrial cr commercial type 
ectivities of the Navy which provide goods or services ts 
agsncies of DOD [Ref. 13]. This fund is not dependent ufon 
congressional approval since MSC charges customers in 32 
Manner ccmparable tc private business which is intended to 
constantly replenish the fund. The objective fo2 MSC *anker 
Operations, based upon both the type or funding and the DOD 


emphasis on cost effectiveness, 1s to break avan rather than 


Ect a profit. in actualaty, MSC appears rarely to 
achieve this goal. in ti scale -yeac 1992, MSC operations 
mpagauced a ~cCtal loss of 338.5 million. Petroleum opera- 


tions were the only commercial cost category +to show an 
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actual cost decrease in that year (down 343.7 miilion), 
primarily based upon a reduced necassity in that time frame 
for spot chartered tankers [Ref. 14]. 

MSC billing rates are designed to apply uniformly zo all 
Shippers, with patrcleum rates based upon the size of MS 
controlled *anxers and the number of loading and discharge 
Seeles OR 4 particular voyage {Ref. 15}. The NIF is consid- 
Seea a particularly effective Mechanism for "controiling the 
Meee OC. S&tvices previded and. for providing a method cof 
moan cag, budgeting and aACECOUR LING | fos Operations" 


Ref. 16}. Me se -SOce’ all Ve dsotal Mro= “Se because “22 


fea, 


O 
permits immediate financing for peak Pe iods as well as 


i4 
t- 
O 
bo FF 


Gem -cClied retrenchment during slack »b 


C. THE CURRENT NSC CLEAN PRODUCT TANKER FLEET 


MSC's Tanker Division presently oper 
shivs representing 793,000 OWT. (Siem 20s a5 — 1) P2gus6 
Beveeliustratss thee reduction in the MSC tanker fleet over 


the past decade, PaspetecllarlvyevEcne regard “os -eheir jFHsSF 


is 


Mvelent capability. Three factors appear to have direct 


W) 


Huence on fleet sizing methodology which svcesflects «hi 
u 


Gulon. Dire  £UTSt Of “Enese MaStoTS 125 a reduction i@t 


mM ie 
wm yo 
bh fe Fh eS 


j— 
j 


ewe ii< Cnents. Based partly on the steady decrease in 


BOlLeuUM imports (to be discussed if.d: acer eena pter)... tnas 


- 


Baeeor also reflects DFSC dolicy to extend its use of pipe- 
line networks to deliver vatroleum products. Recently Disc 
advised “SC that it interds +0 utilize pipelines to deliver 
apemort sacely 14 million barrels of POL to U. 5S. east coast 
locations that have been tradietovdliy as served by MSC 
tankers. MSC anticipates that this change alene will reduce 
their fleet of product tankers by four in th2 very near 
future. MSC also faces the loss of an additional tanker to 
pipeline and tug-barge 
operations on the west coast. 


ee 





involving approximately 5.5 million barrels of 9eétrcleua 
products { Ref. 17]. 


Peo=CONGecaCtOr impacting on 456 Slset sizing 2nvelves 


Presanc=ecaSing number of rastrictsi missions of WSC tankers, 
waich limit the number of tankars available for sc ha@miling 
Guameeen=rery reduce flexibility within the flsec. These 
M2Ssi0ns are iefined as priority missions from which tankers 
canrot be divarted to mes other requirements, and inciud> 
Heng “ange scheduling for carrier group support and svecial 


26s Capable ‘tankers involved in Alaskan support aperaticns. 
Meee minrdm@actcr is the increase in tanker size. in ordex 


to achieve economies of scale and t2 take advantage 


O 
erud2 prices, tankers built within the past few year 


* 


S 
Bom@eea tO be larger than the HUST typ2a tanksre utilized? by 
a 


Msc. Ps €guaces to Tewee tankéecs carryim@gq a fixed amount 
GeumeceGoo 12 terms of MSC, and again reduces both flexibility 
ema tleet siz. 

The MSC Tanker Division ganerally configures its fleet 
to handle about 85 percent of tha antici pa ed amua l 
requirements forecasted by DFSC, and relies largely upon 
Spot charters to neet additional emergency lift requirement 


during =he fiscal year. If reéequirenents during the year aré 


Mesemtnian expected, MSC has the option of placing controlled 
tankers in the fleet into a ready reserve status for limited 
periods o time in ord¢r to match requirements and capa- 


fe 
Prlwmey, and thus achieve desired cost efficiency levels. 


D. THE MILITARILY USEFUL CLEAN PRODUCT TANKER 


Because of the relatively delicate characteristics of 
DOD petroleum products, as well as the tendency toward 
bieeedang larger product carriers, Cicer cary Sealirt 
Commend has made aneffort to distinguish between those 


tankers considered useful to DOD requirements and «hose 
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believed to be unable to meet military specificaticns. Ta 


the commercial tanker business, any tanker which 


méeeczs the 
MeRIBuNm technical requirements to carry e2ither clean ocr 
dirty products may be called a "product carrier", In nany 
Meeeences, this equates to a cruie carrier that has the 
Sepavaiaty of carrying one or two srades of dirty fuel on 
occasion. Mor DOD; however, the primary emphasis is on 
considerably more scevhisticate tankers which meésr the 
Boge roments For carrying aviation quality fuel. OB shaz 
Basis, MSc Gefines the militarely useful clean preduct 


tanker as a "vassel that is appropriately coiled, ccateé and 
compartmentalized +o enable it to carry several ocradés of 
Bee Oreum produces withsut contaninating or mixing with 
@eme= cargoes’ [ Bef. 183. In addition, because the majority 


or clean fuel storage and —— FACIiS ties. “Uti 1i2 eda, 


TOD are geared +o smaller tankacs, Ightarting and cze-shers 
pet en] cis®@harge facilities for clean product az Very 
Meme ec. Thus, MSC adds to the deéstription the size lim#ta- 


tion of between 10,000 and 50,000 DHT, which allows use in 
the limited draft areas of DOD POL load and discharge. 
These two basic requirements, Muiteci=-prodwewcspab).e etree: 
Semenakacceztistic of the smail clean product tanker) and 
Beswmecn 10,009 and 50,9000 DWT, dafine MSC's vision of the 
glitarily useful clean product tanker. 

Reeeougn =he current state of the clean product tanker 
industry represents an excess of ta Liieye wand = hererore 
Bpaictces tC SOme extent the availability to MSC of spot 
eaart ter and Long-term Char eer vessels througna the 
a2a- 1930's, Moc 2S sobroady, areonpeang TeOme Gen city oOznex 
types of transport within the shipping trades which can be 
utilized in the event the product tanker market continues to 
decline There are three alternatives which MSC has consid- 
ered: oe combinations, chemical carriers and large 


Geucde carriers. 
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Tug-barge combinations in the 20,000 to 50,000 DWT range 


— oe - 


oo Pome=ter )the best operon) in teens noe draet send 

wa > ago capability. “Muck of the tug-barge fleet rteore- 
sents erie... new construction (1970 and later) and 
G@me-e=> edVentages of recent <techaslogy and considerably 
memes Overhead iin terms of manning costs. A typical tug 
eeguiress a crew of approximately tan, as compared with che 
ee@eead] Clpw of twenty-five aboard a product tanker. The 


Main disadvantage +o the military is in the relative slow 
speed (average best speed about 10 kts) and limited range 
before requiting refueling. The lattar has played a largs 
Papee 20 Confining thestug-barge to the coastal etzade. 
Meerough <crassoc nations do exist, *hey 
dO NOt oresently represext lently large resource <9 

iL = Ole sin DOD: In addi- 

G 


tion, based 


on 
(b 
}— 
}~* 
(0) 
<j 
{pb 
” 
iq 
a2 a 
ad 
ct 
to 
WQ 
4 
ry 
» 
ty 
iQ 
(D 


2 S 
eee a not cffer a one-to-on 
of 2qual size (general rules of thu 
feet. 19 }j. 

There are currently only about 20 chemical carriers 
tear U. SS. flag aware nuecOULd Nets ciegsDe clilca==zons £07 
@eepyvang DOD petroleum products. Although they offer advan- 
Beeses Similar; to the product tank2r, there 15 a genezal 
Beeianc that such tankers would bs primarily involved in, 
smoecesontial tc, the industrial 2ffort, Past .culariy, £5 
terms of a contingency or war situation. Thus the chemical 
carriers are not ccnsidsere an a2vailaple substitute for 
Baoaeee tankers at this time ar 20 j. 

The largest category 9f availabls alternatives to the 
clean preduct tanker is the crudé carrier in the 50,000 to 
250,000 DWT range. These tankers offer a considerable 
Capacity advantage in terms of crude oil lift. Since; 
however, most DOD POL shipments tend to be relatively small 


ip Size based upon the type of products utilized (i.e., 
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aviation fuels), tnese tankers would represent excess 
eaeeeicey 29 OOD Lift requi bements. tnee dds ony, ast wo a 
Beek meleiy 76 such tankers availzblie at this tine, only 


ct 
iD 
fey) 
fey 
9) 
Le 
sv 
< 
[+- 
Ser | 
\Q 
it 
= 
(D 


S coated tanks requirec. ‘one of 
Stee’ 0 a> Cartying clean product at this times {Ref. 2177. 
SO Veh Ketreewieh "Geared tanxs,; Sétious condecry. 1s 

peeve nc=c by 4SC regarding the ability cf ownars to suffi- 
Gteatiy clean the tanks (after many years of carrying crude} 


3 


eommes2Ccess“il adaptation to clean products. 


E. CONCLUSION 


memeene L£inal analysis, the MSS Tanker 
mOSt exclusively upon two entities fo 


a ie 
Detense Fuel Supoly Center, which represents its only 
a S 


3 
Ja 


Siemome=; and ~ehe U. 5. MWene hat can 


Boca os 
primary source cf clean product tankers. Any change 
n 


Bus2ness of these two entities is reflected i Ker 
Bevees2On business of POL lift. UWeeeeDESCHtS) especaa 1 
Pemeerned with achieving cost savings in the transportation 
Simectrolecum is evidenced by its insreasing use of pioalines 
and tug-barge combinations. while MSC must also be 

SA. ).i38 


Semeetned with che cost erficiency of its operation 
Psees ene equally important and fErequently conflicting 
requirement for fleet readiness +o meet contingency and war 
eeemations. The laeter requirement is particularly aifected 
Pye Status of the U. S. MePchant Marine, which is genex- 
ally recognized as the source from which support for war 
Guemet:ons Will be sought. iN the case Of MSC, a. ceclininge 
clean product tanker industry equates to a declining emer- 
gency response capability. An 2xamination of the current 
Seemomg@erf this industry, and the forces acting on it, is 
therefore pertinent to an understanding of the potentially 
changing environment which both strategic planners and MSC 


operational personnel must face. 
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Primery mode sf oscean teen SpOrt Lor Ol) resplizc es. “anile 
competition trom other mod2s cf oil teansvorr heme cdilurced, 
tO some extent, THiS PErMasy factor ain  tarker demend, it 


remains nonetheless as the single most important overall 


“=a wv ae 


fac-or in the tanker parke+. 


The worldwide demand for %di1 may then be divided 
feo th-ée€ general subfactors which directly ihpact on the 
Eezemenad Composition of the tanker flast denaméed. Thes2 


< 
eleeacetolS include the geographic, scsonomic and political 
considerations of the world ani JU. S.pstroleum nzrkets. ie 
2S the petroleum market which, nesessarily, provides <hs 
Peatiary imeetus for product tankers specifically designed +o 
Sammy ctetined products, and which are the focus of this 
eiesis. 

SSOOgripnicalive =hesytaacis) scons ides 
mee LOCa=icn of crude oii fr 
Bemened product market. Dhectet ically, as a 
separate crude oil suppliers from p2troleun narkets, tankers 
wels be in cenand. in £e6pms Of produce tceankers, however, 
this theory has lost significant impact in recent years. 
Refineries located close => the crude 911 source once repre- 
sented she major origin for product tanker voyages, thereby 
Bevelvyang frequently Jeng and costly routes and transporte- 


eon costs. The past decade has seen an inerease in the 


( 


building of refineries in established and emerging econemies 
close to the market source, Tnase localized crvefineries 

aliow petroleum markets to taka advantage of economies Of 
scale by transperting larger quantities of crude to the 
Market area, thereby reducing transportation costs as well 
eomenebling the use of other traispostation nodes (1.6., 
pipelines). Indeed, the localization of refineries efiec- 
fevely encolsagées the sSonstruction and use of pipeline 
distribution, which results in a ceduction in need for the 


product tanker. 
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mimecadi tional aspece of cae Pqcograpiic fac-o- “6 
manker demand concerns the depth of water a+ refinery vort 
a 


mace Lities. In past decades, refineries 


i) 
c+ 
yp Q 
| 
or 


Besource points worldwide were limited in draft c at 
which made the relatively shallow draft projuct sankers 


esp2cially suited for the pickup of refined psoducts. 


MmeeonOMlicelly, ai large ship in slean <rade would lese 
money. leo eS eChVIce WOuld (be “some ted to [o0r-s Jaace 
enough to accomodate it. It would spend excessive tine 
meeeDOolt, t0ading and discharging, because the throughput 
O= most refineries and storage areas is still geared to 
mies Stall clean product tanker” (Ref. 22}. 


memcess POLtS and off-shore pla 
- 


Mmspe se Of the draft restricztions which seem to Enkance <he 
Meee Of Clean product tankers, tehe dsmani for seéaborna 
Meeimyory Of clean product has been steadily dropping for 
waemeay yeers" (Ref. 23). This 1S ajain primarily the resuit 
ef an increase in beth localized refineries and pipelines 
@us<eribution. Although only a ralative few of the deen 

tforms allow large amounts of 
crude +9 be off-loaded to refineries, more and more devel- 
Seeg and major industrialized nations aze depending n 3a 
System of pipelines to distribut2 crude ‘+o, and clean 


meeauet from, local refineries. 

The economic factor in tanker demand is essent uf 
eeeeunee.on of the relationship between crude and produce 
consumption and the growth in a nation's GNP and ra 
Peco ne. Mecomonc decline and rcesessiorewilil result ane 
decline in oil demand and precipitats a decline in tanker 
Gemend’ fRef. 24]. j%In addition to c 


ecessionary impacts, ths 
push toward oil conservation and re 


duction of dependence 
Ween forsign cl sources (particularly in the J. S. ) ‘must 
also be considered in current decrsased consumption rates. 
Figure 4-1 indicates the decrease in United States petroleun 


imports during the past decade. Although an increasing 
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a _ - 


dependence upon, and availability of, ala 


r 

sy 
3 
(ar 


S O 
Sreemust be considered a part of this decline, it i 


Maemeess 8an indication of curren@® canker s@roius (Which 
reflects an established flee+ SASS 1G (ewess, pana? Mises 
ieaported oi]1). 
Overall, the general cuticok for future cil consiap- 
12 eley) (and therefore tanker demand) tends tc pe bleax. 
BeomOnic forecasts for worldwids GNOMLSC GEOuvth Trance sanpen 
meee rc=ent to 4 percent through tne end of the century 
forse. 251. Rachard K. Orr (Senlof maritime advaesot for 
Emecon Corporation) gM 4 S@peemos2 eI 9S2 Sdesch “cor “the 
Sa >-Trans-Port symposium in Rctterdan, corecasted the 
moet Cmaind £Cr world cil denana: 
memergy demend should grew less (than 3 p3rcent over 
feeey 86 6Um6Tetllecting:)6 «6SsubSstantiail impr ove e eS 1 “ae 
etficzent use of energy. SimGemmecods Ces Golen ethan oem 
are expectei t9 supply most of tha increase “in energy 
demand, growth in oi] demand should be lim&ted to less 
mao t Celcs=pe per year. woreover, growth in rree-world 
O11 demand wili be concentrated in developing countries 
e422 Cn 1S) «2. expected to dsuble fron Hust over 20 
mealecc ec cOGay §tO nearly “0 percene Dy the year 3000. 
But Since sone eed iene COligc2 es, 22> alse orl 
Pecaucing countries, oasl GCenand geeWw2h ta these areas 
es2 7 4 r —_ 3 - = i? 
Bae ace necessde.ly add tc tenkesr demand” [ReE. 26}. 


AD ye waasCISSION Of “he GeodoMle factors in tanker 
demand must also include some refzrence *o oil prices and 
Ot availability. BS) 202.1 “cas Continue to inerease, 
competiticn to reduce overhead costs in the petroleun 
[meaustcry also increase. AS has been mentioned previously, 
eeaeapeleat2on Costs are particulariy vulnerable to efforts 
tome: COSTS. Technology and conservation inspired innova- 
tion have resulted in numerous cost savings, including pipe- 
line ctilization and nevw tug and barge combinations. 
Efforts to enhance tke use of altarnative fuels are ongoing 


in the worldwide struggle to acquire cheap energy. 


5) 7 


a 





mele availability, cUrrently considered = 2c be is 


wee “proportions, has the capacity to simultaneously 
n 


4 


reduce the need for extensive storage (both land-based ana 
afloat) andto speed up flest voyagas. As concern shift 
Seam) Ol availability and the need to "store o11 uponwEhe 


mee tO a COncern for the cost of capital, tankers ere 
likely +o operate faster on laden voyages than in tines of 
Hemetéed availability [Ref. 27]. 

Honclivy,wewoLcoiie she political arena, tanker denand 
Bemeaositccted by Goth legislation and governnental dictuns 
SemicOoelht ed cCOuntly O21)  transpoctacver. EMpOntmdle 4s 
xport prohibiticns impact upon tanker fleet size and 
jac anhon age A current xample iavolves the Alaskan Worth 
slope source in the United States, which prohibits exvoorts 


ego sheretoze increases the demand for U. S$. £tlag tankers 
n 


aeaecil =ransport. egestas jarditg Nemnemcoug=-7 itlag 
Pyeeoeeng Can act as both deterrent and orotector in «ankez 
denand. (acme n toe United States, *he Jones Act protects 


Been 0. S. flag tanker fleet by restricting carriage between 
S 


ieee POlnts to U. S. owned and operated ships. Most coun- 
tries have similar home fleet protecticn laws, which 
prohibit to some extent foreign taakear demand within their 
Peris. 


In conclusion, the demand for tankers is generally 
predicated on how much oil needs to be moved and how far it 
has to be noved. Geographic, SCononl Gc, 2nd \epeli ties) 
factors further impact on tanker iemand by specifying the 
type of tanker required and the size of the fleet needed to 
fulfill the market demand. Currently, these factors are 
impacting detrimentally on the product tanker fleet in 
particular, by increasing transportation cost consciousness 
and therefore making alternative modes especially attrac- 
ive, and through a general reduction in 011 consumption. 
Farticular U. S. legislation which 1s viewed as potentially 
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threatening to the U. S. flag product tanker iadustrv will 
be discussed in the next chapter 


2- Suddivy in the Tanker Industry 


Tae oe ew ee a ee cae gel = SS 


Homies SUPPLY mS “a funeceion.) of both the Scurcert 
available petroleum hauling business and future vredictions 
Bee CONSUMPtIOn. The o1]1 bcom of the a and the subse- 
Soemee speculation thet 211 consumpt WOuld TSoOntinue Me 
inerease at the sane rat3, encouraged the building £4 
eeunaence of tankers. In spite of the energy consciousness 
ee whe 1970's, Or Ldwile v1 scons leon scoOneanued =o 
gnerease through 1979. Figure 4-2 illustrates this general 
increasing trand, particularly among the centralized 2cono- 
miles, where poth oil DECCUG=. 5&8 “ANeavConsinp 2500. cars 
expanding even into the present dacadea. Developing coun- 
tries have also increased o1i1 consuaption from 14 percent in 
fies tO 19 ercent in 1982. Mose f£orecasuswncica > Shae 
femmemesend will continue but will have limitad inpact on 
BEeetuct tanker usage due to extensiv> pipeline utilization 
aeemehne hom= location of crude oil rssources and sefinerics. 
meee rn the ‘free world, the 2xpansion of the oil econcny 


% 


acpears to have ceased. 2EeS Were a Onl Reousunpe tom id rcpced 
fweeoetcGent irom 1973 to 1982 as a percentage of cotal wozld 
consump~vion. This is perceived as a pericd of "consolida- 
tion and tetrenchment" for free world o11 consumption, which 
womelxoige to last through the 1980's and, potentially, well 
into the next decade [Ref. 28}. AS oll consumption figures 
@Con=2nue to dscrease, excess refineries in the free world 
continue to be closed and pipeline facilities expanded <9 
Meee the new demand for cheap transportation of dil. 

The large number of tankers built in the 1960's 
based upon the optimistic outlook for future oil consumption 
reflected a trend toward CONS KE Uct On mew iacH  COnLIrucd 


casoughewich Of the next decade. Even in 1979, when excrene 
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oil price increases and related patroleum deficiencies 
changed th 


(D 


world's view toward the once easy resource 
business for the preduct tanker fleet was extremely gocd. 
Indeed, CRGC SMe leC SCalCely Snougn <a 

demand for the suddenly precious pat 
required tomake numerous stops at re 
single voyage in order to fill thair tanks, and «he surge 
toward petroleum storage was at its height as nations strug- 
aa Mevacguire sufficient refined products =o meet demand 
[Miitewetel nations {primarily Japan) Qewe 2 ed, ipecduc. 
MeeecesS aS well es crude tankers t> maintain “huge ficsazing 
stockpiles" of crude and refined products [Ref. 29]. 

Tails peak utilizacion of tankers did ast, however, 
@oeelnue as predictsd. AS cruds 3i1 became more available 
and OPEC members endeavored to incr2asa purchases by a chas- 
Pem-c Market by offering all manner 9f discount packages 


the incentive to store large amounts of oil decreased. ‘The 


iD 


fu 


emphasis changed to reducing transportation costs an 


ieee 22g «6|6localized facilities. Die Geeeansport Gr. Hie 


Vy 


3 


(Dp 


fs 


amounts of crude oil once again b2cane viable and reflec 
ememeeoeneri~s Of Sconomies of scale in oil acquisi~ion. 
itemeaced Gultaut by nen-OPEC countries (2.¢e., Alaska North 
Slope, Mexico, Britain, Norway, and Denmark) also inpacted 
on available business for tankers by reducing sailing 
distances and reducing emphasis on the Middle East 
fRef. 30}. 

The tanker industry in the 1980's has found itselt 
in astate of excess capacity because of the? burgeoning 
Pucaness of the 1960's end 1970's, the optimistic forecasts 
during those decades for future oil consumption, and the 
resulting trend by tanker owners to build more and wnmors 
tankers in order to take advantage of tne market. In spite 
of the rather drastic change in those expectations in the 
camry I9a0' s, many tanker owners (until fairly recently) 
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continued to ratain surplus tankers in the belief =hat cho 
Bore, WOuld Still turn 24ro0und in thei= faver. Ss  —s04 
Beecy Of <hat outlook became clear, canker owners becan <o 
Soe wayS in which to reduce cepacity and lower c 


ests. SUseeuaitNactena OF Mine “Gagker indUsery 25d 
fieeetOrs anclude not oniy these tankers still ia over 
but those tankers which have been "laid up" and thos 
Meme been Scrapped. The fact that such a division of tanker 
rescurces must be made is ample indication that the industr 
memeomaced suffering cne Of its worst business periceds in 


NMEMOLY. 


Be THS WORLDWIDE AND U. S. TANKER INDUSTRY TODAY 


Of them mocldwide. t2nke=° “tndusz fy is, 
G@20S€sc6aq. Thee 27 January 1983 Leste of Fatsolay 


explained the situation as follows 


urrent oil chart2r market Jepression 
he eee cee cr any improvement in th 
hao ane owners may be forgiven fo 

Dae staying in «the business, 
Oo ha ° and reverse the widenin 
ker supply ani demand resulted i 
SoG ECE SCEID Sa “2 Gecoud vel 
co} 


re 


7 


O i ae oa 


thc ict 
i | 
vw ct es 


thet t+) wb 


hipowners e 
ae ee between 
plang cof <Onn 
tonk age SCOnNatee da. © aye hb. A Simultanec 
inkage of world oil demand BONS VC aye lech Ge elec. 
se éxtreme and commendable a2easurés improved t 
peeag «Scene not one jot! { Ref. 374 j- 


eae 
f-- 
iI¢etp 


-) 


i 


retin O pu 
Sy 
ae 


4 
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Figure 4-3 illustrates the changing supply and demand 
for tankers worldwide during 1931 and 1982, and the 
resulting increase in tanker surplus. While the entire DWT 
figures for the oil carrier market have changed reiatively 
eerie, the growth in inactive tankers and still operating 
Surplus tankers is extremes. THe wT soOnecteuang use of Surplus 
tankers is an indication of tanker owner attempts +o retain 
excess capacity in spite of decreasing demand. Part of this 
may be based upon some retained optimism, but a considerable 


portion is also based upon: 
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cane ars te declining devel in th2 scrap values of ship- 

-ng, a glut in the scrap steel industry in <he Fact 
ee and vasmerked lack of iicentivs for any demolapoo: 
Wecwds tO improve their facilities or t5 increase heir 


Bapactcy” FRef. 321. 


The Operating tanker surplus comprises slow-steaning, 


deadfreight, increased port time, :xcessive periods of of 
hirs and temporary lay-up. Slow-steaming, considered ths 
Oeges= component of tanker surplus, accounted for an ssiti- 
peo) fo Hiliion DWT (or 57 percent) of “he total cperating 
cueeeus Of: 1997 of 127 million DWT { Ref. 33}. Although at 
Mee part: Of the zreason tanker owners resort tc slov- 
steaming 1s pased on the soaring price of bunkers over the 
lasz several years, 1t also represents an attempt to keen 
Messels cut of lay-up. Deadireighe, — OC pazt=e-Cargjeing, 2 
especially prevalent among medium-sized tankers, "where the 
camleGeure Of E£reight mates provides the incentive +o accep 
PeeeiealsGOeCS and to En=zer into tradss 20 restricted dcraf< 
ports normally served by smaller tankers" {Ref. 34]. 

The inactive tankers representsd in Figure 4-3 inciuds 
Peose tankers which have been idle in port for two months or 
more, are laid-up, damaged, under repair or engaged in off- 
Shore storage schemes [Ref. 35}. As can be noted, inac- 
cava t increased Sharply during the two years depicted. 
Figure 4-4 illustrates total wordwide inactive tonnage 
through the third quarter of 1983, as well as reported sales 
@omocreatecrs (3—F Scraprings) in the tanker fleet As scrap- 
ping continues at these extrem? rates, in vee: of the steel 
maamestcy recession and reduced worli aemand £5€ scrap, tas 
tanker fleet is "pruned" of some of its excess capacity. 
This is shown by the evident stabilization of inactive 
tonnage rates in Figure 4-4, Nonetheless, ‘tanker surplus 
porciidarae is still estimated to excesd 150 mrllion DWE of 
total oil carrier supply at this tine [Ref. 36]. 
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The United States flag tanker fleet consisted cf 201 
vessels of 5000 DWT or more in both claan and crude trade as 


eee cczoObs: 1983... Figure 4-5 illustrates the erosion of 


oO 


si 
clean product tankers sinca 1978, which has resulted in an 
almost ccmplete reversal of the ratio of clean to dizty (or 


erude) tankers during that period. Aside from the aforemen- 


moned economic factors, empeconsiderenple factor tn this 
reversal involves the rush by small product tankers tec the 
i eicieke 


Seuac trade provided by the Alaskan North Slope. The ¢ 
is nonetheless severe, particularly in serms of the Mil 

Sealift Command and the DOD petrolsum distribution systen. 
Figure 4-6 further delineates the preakdown of the cu n 


PiventOsy Of tankers ints the clean and dirty trades, and 


Me@eceae.es shas Only 60 clean tankats within the privately 
Owned fleet are availabie for utilization. As of 1 October 
ieee 29 vesseis capaole of carrying cstina Prodyecs e2ce 
eweeched to the crude «rade, as illus 


Poeaadcational 32 tankers within 

Currently laid ap indefinitely. The l 
Souet2zon in lay-up of two v¥ 
betveen 1 May and i October of this year. 

Based upen market forces alone, the trend appears to be 
Eeeonmgly an the direction of decreased demand and 2 
Soma@enusd cecreas® in tha nunber sf U. S. flag tankers 
available. Boe Milicary Sealitt Command, in an attempt *o 
forecast future availability and construct its fleet suit- 
eaplv, has estimated that market forces alone will further 
decimate the product tanker fleet by 20 vessels by 1986. 
(See Figure 4-8) Thas §~8CceNtias Ceduction in excess 
capacity and tanker surplus (primarily through scrapping) 
May enhance the U. S. flag tanker business through sheer 
survival of the fittest, but will simultaneously undermine 
the capability of MSC to meet DOD patroleum hauling require- 
Ments with the product tanker in both peacetime and contin- 


gency situations. 


oc 











Market forces, however, 25ers “ete Only face ors 
expected to impact on the future product tanker fleet within 
mais country. Current legislation is also threatening <9 
Bieemice diminish this struggling industry. These gisla- 


tive factors and anticipated impacts represent 
concern to both tanker cwners and military planners, and 
Will therefor= be discussed at some Llangth in the follcwing 


chavter. 
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Figure 4-3 





Million AGCGRECATE OIL CARRIER DEMAND AND SUPPLY 
DWT 1981-1982 
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Figure 4-4 
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Million wT 


mo (7) takers 
— | Campined Carriers 
EEE ory Carso 






89 


ml ut 


tS t cup tet PR cat ieee ee ae 


J A J ° J a J 0 J : J 
1981 1962 1983 





[__] others 


Bulk Carriers - includes Cosoined Carriars 
Million Owr Tankers ry 
VA 

* 
" //, 
y 


" 





Source: Drewry Shipping Consultants, Ltd. 
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Ve U. S- LEGISLATION: CURRENT AND PROPOSED 


The United States government has svidenced considerable 


Senmeo2=n ©rOr ths Merchant Marine flest by adopting, direczly 


Szaeamdrrectly, subsidizing legislation in its behaif. Tass 
M=q2eiazion his included the Jones Act, Sons 2 WC t2On and 
Operating Differential Subsidies, Mites A Feaeral S215 


MOrcgage Guarantess, Tax Deferred Ship Constructicn Funds 
and Construction Reserve Funds. Whether these acts haves 
been successful in nurturing a Merchant Marine relied upon 


by both commerciai and military sourcss is a matter of some 


een5 oCcture. It is safe to assume, however, that because of 
high construction and manning costs associated with shipping 


W 
ieee nis COUNtry, unsubsidized JU. S$. flag vessels would have 


Peeemecmen dG: itticulty competing with the world fleet. 


Hees mec he Ue S. Pilag tanker fleec, the Jones Acc ia 
BomceGllat has provided some relief to surplus conditions 
experienced in recent years. The opening of the Alaskan 
foe SLODe in 1977 with its associated restrictions on oil 
Export crreresa@ some refuge +0 ths growing list cf idis 
Ben kers. At least a portion of +the tanker surplus 
(including product tankers) was absorbed by this expanding 


i 
Alaskan trade, based upon the Jones act reservation of 
Geestal Shipping to U. S$. flag vesssils. 

Current and proposei legislation, however, now threaten 
to offset the relief hsretofor2 provided. Voc cen 
product tanker market in particular, there are three legis- 
lative issues which are viewed as having potentially datri- 
mental impacts upon flest survival. These issues include 
eeempor= and Tanker Safety Act of 1978, the Alaskan North 
Slope export proposal, and the DOT CDS repayment issue. 
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A. PORT AND TANKER SAFETY ACT OF 1978 


Beewigvo Protocol,  sponsozced by the Inter 
pea cameConsulte+*ve Organization at the 1974 Sefary of 
Mer> ae Sea Conventicn (SOLAS), bzcame - 
wisi. Mes Peorocol inttediced Seringent new safcty mées 
Seecmecnd pollution preventicn fastors £or internaticnal 
Shipping. The United States adoptad «hase a h 
Pemreanad Tanker Safety Act of 1978 for all ships calling at 


ce 
@ 
ep) 

iD} 
O 
ts 
ct 
(n 
3 


Vcmies = sLOns: . Cant DOrtioOn of the sct inierelatica to 
tank¢srs is *h2 requitement for inert gas systems (IGS) and 
SBesecda=ca Dallast systemS on SkiSsting product and crude 
tankers. Segregated ballast systams appear *o be orinarily 
Pe tlW-1Ch Oriented, reserving certain tanks for bpaliast in 


nated gaséous mixtures 


S 
order tc deter €-pumping of contan 


= ON Other tanks to nexea Wa ra 


U 


z ballast. Inert gas 
Meee ns, Ch che Other hard, a@=2 Sarety motivated, requiring 


non-~inflammatozy inert gas@2s rather than inflammatory oxygen 


combinaticns in tanker systems. The IGS deadline for 
mae OS OdueCt sankers in tha.20,000 to 70,0990 DWT range 
was 71 June eee although there 1s some evidence cf a 
Sor enin of attitude regarding those tankers operating 
petween U. S. Poces. Li lew meoales <ankers Contracted 
aeaeer t June 1979, Of O>livered after} dume 1982, are 
regquirei to have inert gas systems in use when delivered in 
Sedee to Carry any cargo. Segregated or dedicated clean 


Ballast tanks are required on ali clean product tankers in 
the 20,000 to 40,000 DWT rangs by 1 January 1986 (or when 
they reach 15 years of age, whichever comes first). Clean 
product tankers between 40,000 and 70,000 DWT were required 
to have segregated ballast systems installed by 1 June 1981 
(Ref. 37 }. 


49 





Gnas Tew adds millisns 6 new construction costs of 
BayceGlLsS, and is estimated to cost aporoximateliy $8 nili‘or 
BoE EStroritting on existing tankers (Ref. 38]. =n addi-~ 
ion, segregated ballast on existing vessels causes 32 
"reduction in earning capacity bscause the vessel loses 
Sie-thicrd Of the carge carfying capicity" (Ref. 39}. 

magus s- pert lusttatles the 8GS situation for U. S. Elag 
cankers on 1 May 1983, Ctsmmenta DEL@Lre the Lnetalle=ior 
deadlins. Wil over half the fleet in the 20,000 «o 50,000 
DWT range were not équinped with IGS, aiideenl ye algecn aps 

+h 


l 
sali -1GS to, .neet 


meerected cefinite plans to ins 2 new 
requirements. Within the product tanker fleet in vartic- 
Wlar, teluctance to invest in IGS installation is a reflec- 
meee, Of the prohibitive cost, poor tanker marxet and ths 
relative age of the fleet. Figure 5-2 illustrates that the 
Wreeo- 2leg product tanker fleex capresented in lerge part 


é is iS 
by ships constructed more than twenty years ago. 


Poany Cwner of older vessels, Ween eee se § Chance Of 
securing ocean ie sed ng eo Uomo sUSt. f Ane 
Latg¢ expenditure associatéd with ret rofitting and oe Ss 
was undcubtedly one of the reasons Semcribucing to = 
higher level oF Semepping during fhe year (Bef: 40}. 


Segregated ballast tanks required in th2 20,000 to 
40,000 DWT range by 1 January 1986 ara expected to further 
Geceease the number of availiable UJ. S. flag product tankers 
Sursertiy in existence. New SeOdust eankers, with IcS and 
eogmecared ballast tanks included in original construction, 
are relatively few in number. Riese Hew GCOUScraction addi- 
tions are also expected to increase the size of new vessels 
Pomorctsst the toss of Catrying capability and eshance econo- 
mies of scale. Those new product tankers in construction 
+end to be in the 50,000 DWT range and beyond, precluding 
tiene £rom sffective MSC utilization [Ref. %1]. Present 


tanker owners unwilling +> invest in retrofitting face the 


Se, 





elte=ENdt2ves Sf scrapping ¥essels or moving ints the foreign 
trade market. The latter does not necessarily represent 3 
Hem -=e2m OOtLOn, however, aS mors and more natierns rat: 
the 1978 Pretocol into local law. ies MCSE Evel’ Wael ene 

peEcmymeac: Of 1978 in the United States, for instencs, also 
~<a es to foreign flag tankers entering U. S$. ports. 


Be. THE ALASKAN NORTH SLOPE EXPORT ISSUE 


Poe conc Scqisletiye iSSteye CULLSently betore the Us Ss. 


Congress, involves the potencia TOOEe Vee Or. Ola Sxnor ss 
Z2oOm the Alaskan North Slope raserve. Alaskan oil exports 
e which has been 


Tepresent an extremely controversial issu 

debated throughout the past decade. The Carter ad 

Bees ctied a2d failed ‘“wice in 2fforts t0 2asa export: 

festrictions in this area. At the cime ab 

current renewed debate has not besa deci 

memosicy Of COLNion indicates tha 3 

success an OVeSe 0TH Ad “cUseen = 2x 
+ 


Regerdless of tas outcome Of the presen 


Meee xDOG: e@rgument is liksly to continue for many years <o 
eoue. BOmm cham leason, fos Dept emer. aMScusSs the 
mie cati1Ons Of this issue with tegard to the U. Ss. flag 


peeauct tanker fleet. 


O 


Pees kam GlLud=]= “Oil “exoOre ESSrcslGCrions are incorporated 


ee] 


iene toans-Alaska Pipeline Authorization Act (TAPS) of 
ad 


Pyemand 2h the Export Admain#stratiogn Act (FAA). AL* howga 


Petmoanem cet banS SKPOrtsS sutright, coagressional approval is 
reguired before exports can begin. 


2 Oger sales of Alaskan oil arte now permitted OnLy Ae 
several criteria are met to ensure that exports would de 
in the best interest of the United States. PAWS Dy 
definition any attempts to gut the existing get eg ues 
are themselves proof that the perpetrators do have 
America's ‘best interest' in mini" [Ref. 42]. 
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Riemcdeeve quoce from the Joint Maritime Congzess sezves to 
illustrate sone of the vehemence involved in the struggle 


ovec Alaskan dil. 


(D 


Boe Criteci ple lobby2st in Eavor of exports appeers <0 b 
i 


the State cf Alaska. A report issued this year by 


ip 


Alaska Statehs0d Commission argued that: 


eeecne CXport ban Keeps the oil from its "natural 
markets", namely Japan and the Orient. The. law as a& 
now stands One Soe ere Sia 2 be moved in expensive 
American Be cee gape Behe beta coke oo Orem > Ol mere 
tae law eloe Alaska's o11 revenue ccul be 
increased by 5 £33 $309 mMiijlion per year. (ite se nie 
meny ~he export ben Corecess che sale Of COLL to the wooeng 

eet Such as the mainland West, eee jute ae ee hee 
coasts dictates eae a aes Pid ote ia ee? pa Lexa 
carriers of some ony miles via Saar tna “Canal 
sere 43 j. 

The teport further states that exporting Alaskan oil could 

Meteebalencs the trade deficit with Japan, reduce *ranspor- 


mmeeGn cOS:S {based on a tesuiting "triangle" *+rade with 
Pemecen and Midsast oll to anticipated shortfalls on the 
emi and East coasts), and wenuld increase UJ. 35. windiail 
MeetttS tax receipts [Ref. 44}. Piel epOStf1OnNein. wags 


issue has been strengthened somewhat by the appointment of 


Senator Murkowski (Rep., Alaska} 2S tne new chairman of the 
Foreign Relations Sub-Committee on East Asian and Pacific 
MeealtS, and by the Reagan administration's enphasis on 
international trade and anticipated energy security benefits 
to the Far East. 

Sopenmenzs anclude “the GOnestve Maratine  iendustzy, 
owners of cthe Panama pipeline, various consumer advocate 
groups, andthe major Alaskan North Slope (ANS) producers" 
(Ref. 45}. Primary emphasis bv the opposition has focused 
on the petential effects on the tanker industry, increased 
reliance on foreign sales and want rel pated costs <o the 
government. The American Institute of Merchant Shipping 


estimated (in a letter to President Reagan in March of 1983) 
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Pieter dPpeeval Of ANS exports would result in perhaps a 25 
Pebeemc 20730 percent loss of ective U. S. flag tankers, and 
mOr2S than 6,000 shirbcard and shoreside jobs. The letter 


Mierner Steta=s that additional revenues to the State of 
fe) 


Alaska and windfall tax profits to the federal government 

well 
Peres COUe directly from the Shipping industry which wili 
be economically devaszat2ed. The redsral government will 
los€é some $300 Mibiseonwto $1255 billion ima federally 
insured Title XI mertgage loan guarantees, 25 well as 
the idss ct tax revenues estimated at $150-200 millicr 
crom +he vessel operators in the. domestic trade who 
would be driven Oouc of business and their employees who 
would be forced out of amploynent. The consumer will 
save nothing, and during an_ emergency the consumer and 
the nation Will Bing themselves snort of Crude o11 and 
Witnout 2 Merchant Marine able to move Sa =O lwo. 
Suppert overseas military deploynent" (Ref. 46]. 

Although actual numbers differ from estimate to estimate, 1% 


app2ars generally accepted that the federal gcevern: 
inizted lose money through defaulted lo 
businessé¢s. SONSUMer  ISOUSS ConcsNa ee roat, although ANS 


emports will have2 little price imoact on Gulf and East coa 


en 
- 


” 


Metimezries, “these cn the West coasttwill undoubtedly pay 
Meme £Ob thezs crude" [Rsf. 47]. This view is based upor 
Sme eXPSCta ion that West coast refineries would be require? 
> increase prices (so as to balancs export commitments) in 
Grd2r to zetain access to ANS supplies. 

Huementeemmessar ANS oroducers (Exxon, "ATCO and $chio) 
apoear equally unexcited about a short-term ANS expert 
progran, primarily because their own ‘fleets are heavily 
fuge.ved in ANS shipments within tha United States. Suenea 
program would have the same devastating impact on these 
fleets as on the government owned fl2et, and would revoresen* 
serious short-term losses in investment unlikely to be 


offset by increased income [Ref. 48]. 





Bee care tcula> interest ia this Wesue is the anvici peaked 


Pedistribution of U. S. 311 movement caused by ANS expercs. 
Currently almost 20 percent of subsidized tankers, and over 
Meeet th>= Unsubsidized flset, is involved in ANS crude trans- 
Pere. FWOwever, nelther the Jones Act nor subsidization will 
enable U. 5S. rlag tankers to sompets effectively with 
Beesign flag tonnage if export restrictions are removed. 


mic GXPOL-S@werS permitted, the des= aa Surplus would 
be absorbed in tha Pacific Riz mazke+ instead of berg 
Shipped to tne East coast. Japan, "with its poligy of 
2stablishing a wide supply network, WOlsO = 6 Mia gor 
cleetoc, aS wOuld Singapore. Oct teemheasct. Coast) Clhug- 
oil imicr=s woulé be Substituted for ANS SUppeecs. This 
Heceee to Kely dong temtm source is thought te ke the 
Mmeoran GUL, HOt Scuth America Of Mexico. (This) would 
Mave che uncommon effect of lengthening average voyage 
@eescan Ges While reducing shippiag costs 43 chsaper, 
feeotgn t1eg tonnage entered <zhe zcrades”" (Ref. 49}. 
Pne si tary Sealift Command's adptaisal of the inoacz 
Mameee i> SXOOrt DOlicy -=S =2stlected =n Figure 5-3. do 
Pim or TANS 1Cll de aay 


mes lt 2 curcent S euployed Merge Crude carrienps in the 
fees. Elag fElest becoming excess capacity. Some cr these 
Meee CaQaKe™S MAY gO to scrad, whil= others could replace 
mee sMaller U. S. flag tankers. Pa eaneh Case, MSC would 
anticipate che loss cf approximataly 20 tankers currently 


m 
employed in ANS shipments. The range, however, runs as high 
D 


meme ve: 20 EGhios depending upon the amount of ANS oil 
aikowed £05 EXpoOrt. Product tankers currentiy employed in 
Mer ecancpo rt aze likely to be *h2 rirst to go based uapoa 


economies of scale and reduced transportation costs offered 
Dyetorei dn compStition. 

Muecpice (OL 42h “expectation by the Department of 
Transportation that a removal of ‘the ban on ANS export 
would also include a provision guarantesing carriage by JU. 
S. fiag ships, such an export policy remains a serious 


+hreat to the Merchant Marine fleet in general and the 
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peogue. tanker Eleet in particular [Ref. 50}. Whether the 


proposal achisves passage by Congress or is again defeated, 


tne ANS export issue is likely tc remain a battleground for 
several decades. While its defeat may not save the croduct 


tanker tlee= from continued reductions, its success would 
Gertainly ensure a more rapid demise. Opposition by merec- 
Mamet Sat EpersS is likely to remain strong for the duration 
howe ver. Dee cawe POS Ober wane sOSnKert, Presider: of the 


Amézican Institute of Merchant Shipping: 


mae can ascet Paver CesibSeteeral b= s cle tomer Netionad 
Encerest Sp emits] OG SeeteseneLOM the expert “ct 
Alaskan = a and ..e. see considarable nagative and 
destructive impact. AS a conségiaence, we are and nust 
be Seecugly orposea £6 this proposal and hooe the =the 
RemMisestration and Congr¢ss wiil not make such 4a 
Pescaxces policy Change which may,ywell benefit feseign 
~heerssts but can only be nothing snort of a monumental 
Deunder wit} Bes lcee ©O wate asveces =Of Urited States 
B2eeloial interests" [Refe 51 j. 
C. CONSTRUCTION DIFFERENTIAL SUBSIDY PAYBACK 
me third  gowaznnent Lssue with potential impact upon 
ene U. So flag cankeu.= lecto-imnyolves a proposal by the 
Bee =gene CL Transportation +c allow “tankers of any sizs 


eonstructed with CDS funds and pressatly operating in the 
=oreign trade to enter and opezate in the Jones Act trade 
upon total repayment (with intezest) of the unamortized CDSs 

mount owing" [Ref. 52]. This issue is presently beferse the 
te piseri1 Cc. COUES FOr. Gae District of Columbia, based 
upon charges by the Independent JU. Ss Tanker Owners 
Committee that DOT overstepped its authority in issuing such 
a policy. The case, however, actually began in the late 
loo Ss. 


oye, 





joe WECOMStEWCtion Dactferential Subsidy is a 0» 
Stablished by the Merchant Marine Act of 1936 in a 


beer ac]= =e Construction cos<=s of ships built #n the U 


ft 3 

‘D 1} 
rt, O 
th «Q 
O ti 
t} bv 
ct S| 


J 
t-- 
ct 
iv 
wey 


iD 


femees Of a Daraty with foreign Sonstruction ccsts. 


O 


DS 
itself is generally defined as the difference in cost 


between JU. Ses 2 = Ven eee Crem MG 1.07 and’ £o2eiqn shinyace 
eorstruction. Either Ompetitiv2 bidding or negotiated 
@emerac= prices may be utilized to arriva at cDS rates 


Within established statutory ceiling 


9) 


Bee ig/e, wnhen the 225,000 Dat subsidy-buil Luyvesant 


eouecan*=  f£ird employment in forsiga trades, ner owners 


- 


eppiied to the Maritime Administration tc repay CDS nd 
zmejoin the domestic trade (where ANS o11 was beginnirg to 
Offer new enployment for tankers). Subsequent interim ruies 
established by the Momieene Adminis. fa-2on Dea: coe 
refunding only where "financial hardship was involved and 
men Oly Lor ¢ap*eshirs =n excass of 100,000 DWI" [Ref. 53]. 
MeooeDcember or 1982, “the OC. ool OL weeds Sevonad 
these interim rules and directed taat new, permanent rules 
b2 implemented. In January of 1983, the Déepar=menz of 
Transportation issued its proposal to aliow ~ankers of any 
size +c repay CDS and re-inter the domestic trade, with the 


revious financi ié Bac Wow 2 ; 
revious financial need quirement daleted 
. 
hw 


He snOwld be neted th the CDS repayment issue and the 
ANS export issue are intricately connected. Wea 7a to On wes 
the CDS program prohibits a tanker from JU. S23 ad Onesie 
tea0e. However, the petM@ely tacionadge fOr “Lr2-entry Lato 


that trade at the present time rests upon the ANS domestic 
market. Saouldes She ANS e€xpoere policy be approved, CDS 
tankers would have little reason to desire re-entry into the 
domestic trade. 

Since the Stuyvesant case which ultimately resulted ina 
directive requiring precise policy definitions of proposed 


CDS repayment issues, the Maritime Administration has 
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adopted a "meantine" policy of granting temporary waivers of 
BomeS acetrade restrictions for large tankers built under 
mre CDS progtan. The Maritime Adninistration has gzran«eé 
over 25 of these waivers for ver large class carr: 
Mbec) since 1978, the majerity of which have bee O 
m=ELods of Six months. In 1982 alon3, chese waivers added 
eueeoxamately 909,000 DWT of capasicty to che Alaskan oil 
trade [ref. 54}. 

The rationale behind DOT's proposed unlimited 


‘Ss 
Ment appears to rest cn a pelisef that the U. Ss. f 
+ 


would b2 improved through a survival-of-the-fittas Vis Onr 
ment. Giasics wsouanbuaic, §DOT “Bepucy ASsas=ene Eor Policy 
and Program Development, indicated in testimory before the 


House Merchant Marine Subcommictea in March of this year 
Meee tic proposal would create a "bumping process ... 
(whereby) the leas* efficient ships would pull out of the 
Gomestic trades" [ Ref. 55}. He described these isast effi- 
Peone SALpS as the "smaller and older" tankers chat would 
Beeeebly be ou= of the trade soon anyway, based on the 
@gesent tenker market. 

DOT estinat2s that cthere are currently 15 subsidized 
Greeecankers With a total capacity Of about 2.5 million DWT 
that would be eligible for CDS repayment and antry into the 
ANS trade. If all 15 took advantag2 of the proposal, the JU. 
S Treasury would receive an 2@stimated $475 million 
(including $275 million in interest) in repayment [Ref. 56]. 
In reply to questions regarding th3 potentially devastating 

rade 


meee rNOg Guucen= vessels in <the 6 ae Swinburne 


* 


Goun ceLed: 


MPeeeetne very Stiff £inancizal cost for a CDS tanker to 
re-enter, a Substantial capital investment akin to that 
of a new domestic vessel. blac analysis ade not CONG Lude 
Greatjistoeti] fittecn VLCC's entec the trade it is clear 
that some existing companies will be harmed, but there 
are relative degrees of harm ... devasted is an extreme 
degree of harm" [Ref. 57}. 


of 





The Reagan administration thus far has been supportive 


Gapeue BOT proposal in ats continuing effort to curtail 
subsidy progrtams in general. No money has been budgeted for 
the CDS ovrogram in the past two years (as of Avril 1983), 
Which reflects a substantial change from the $536.4 million 
per year subsidy program in effect when President Reagan 
toox office [Ref. 58}. 

While DOT continues to insist that "the national economy 
Mert benefit because overall o21 ‘tramsportaticn costs would 
be brought down by the greater efficiency of ths relatively 
mew subsidized tankers", opponents of the proposal continue 
RemrrCuess= What they view aS yet anoth2r instance of govern- 
(ewe neetioesnce {[Mef. 59]. The oppositicn'<s stand in this 
Matter may be best illustrated by additional comments 
at the House Merchant Marine Subcommittee hearing held ina 
Mereen Of 1983. 

Ran Herctsna, appearing on behait of th American 


meme) 7e Of Nezchant Shipping, stated: 


Mie) never dreamed thet the ground rules that. firaly 
Se Pazated the t¥O traces, and required Ships built with 
Siegsnay tO Operate exclusively in foreign trade, would 
b2 subverted. Anyone could ass23ss coastwise Sear a ad 
d2mand in its own terms, and back his, judgement with his 
Ome Rene y, Withsut fear that the conditions of the world 
market would be aOrtuptly imported, Suddenly, however, 
the whole subsidized fleet is to be allowed to abandon 
Mico wesncocy and Contractual commitments, and to flood 
Mae@ cOmeseic trade, which will ba descroyeda. Is 1% not 
DPeotOundly Unjust that the goveramenm. should taik of 
Boeover nag 22s investment sn subsidy, which it appears 
to think was a mistake, when that recovery can only take 


place at cur expense" [{Reft. 60 j. 


Michael Klebanofé, President sf the American Maritime 


Association (and sf Ogden Marine), said: 


"The new proposal ... takes up the position *hat artifi- 
cially forced competition, the creation of the govern- 
meme dge 1st the basic policy GF the statute, 1S 
desirable in itself because it will eliminate “ineffi- 
cient" ships in the domestic fleet -- meaning, it seéms, 
: ler tonnage, the very_tonnage, by the way, that the 
7 Qs 


nal 
avy lis us is essential for its wartime operations. 
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The permanent introduction Of 25 Ove nla On Owe 4oL (tne 
largest subsidized tonnage will drive all independent 
ftonkage from thea Pacific. basin; according eOvor> Clacu-~ 
dation, the Atlantic side of th2 Alaskan trade a et 
has already been much seduced Dy the Panama De peline and 
Seaver commercial cenditions, Pia bak equire, under one 
Meet i2Oon tons of non-propricrary. shipping; AgeIn Sta ai som: 
Memon y) <22 SUbSidized Ships an taé 500 DW 2 ange 
Seemtd en er, there wall then be 2Ver sy met lion cons 
of modern shipping competing for the business, Obs oickeeal 
a formula for economic disaster" “Ref. 21) lle 


Finally, Maritime Institute for Research and Industrial 


Development President Julian Singman statad: 


Meee Clc Opinion, ne vroposed ruls or requlaztion thas we 
have seen in many yeats has been capablé of making nore 
Pepoe 1tct fer the American nerchaat marine. Dire dos Son 
tonnage, che loss of jobs anid tne loss sf derense 
preparedness could be erostnous" [Ref. 62}. 


Mae Maletary Sealirt Command's analysis cf CDS repayment 
impact upon the product tanker flset predicts an inmediats 
Hoss of 20 zankers in tne 50,000 DWT and less range if such 
emeeocposal is enacted. ENeres Wioececase Lor. 1956- includes 


Ss 
Semeye 74 Produc® tankers in the militarily useful arena, and 


a 
erhaps only 125 vessels in the entira U. Sa, tiag, 2enkes 


=” 


r t 
meee (Sncluding crude carriers). fheir 


predictions for the 
Buoduct tanxer fleet by the year 1986, based upon an 
eeproved CDS repayment policy, aze illustkated in Figure 5-4 


by eamployment within the market [Ref. 63]. 

The three issues discussed in this cnapter appear to 
reflect a change in attitudes by government agencies toward 
emeU. S. Marchant Marine. Regulation which has histori- 
cally been ovrotective in nature has given way to a trend 
toward deregulation, and a seeming reliance upon competition 
and market forces to upgrade ani maintain an efficient 
flset. Although the results of this changing attitude are 
based, at present, cnly on prediction, there appears *o be 
sufficient grounds to expect that approval and enforcement 


of such policies would indeed chang2 to some extent the 


Sys) 





appearance of the U. S. flag tanker fleet. How «he DOD 
BetEcitoum distributicn systen, and the Wilitary Seaiiz- 
Goumeand, Will or should react to this changing resource 
environment is an issue causing serious debate and consider- 


meee, SOUl=Searching Within the military community. 
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YI. SUMMARY AND CONCLUSIONS 


a z= BO eee ee we oem eee OEE eee OEE eee ose 


A. SUMMARY 


The preceding chapters have attempted to draw a 
Sieeee SYStcm Which centrols acquisition and distribution of 
P@leewstiig the Department of Deafens:. It is an unquéestior- 
ably important system in national defense ongoing activities 
and future planning, yet sone which receives limited acknowl- 
€dgement or publicity. LRve. ber Scr rone ot SB tnalr -ciuve tan 
SeGmcs=Parts, the majority cf defense personnel appear to 
cake ruel energy for granted. The system, however, requires 
preciss coordination and knowledgeabie Nase lacs en. 
WeeemOuUsT E€xXDeDssS in every branch and organizational stzructume 
weenan DOD working closely together to coordinate require- 
ments and distributicn, the systen would cease to function 


Sees ctively. 


rh 


Pos system 15 also, out o Srny, extensivaly 
2 


n 
eoopmerciel in nature. BOD OWS ROE S,mand 2nswe ra 
nkezs to conduct its FOL busa#ness. It must rely, 
therefore, cn connercial refineries an 0 
needs. This strong reliance requires the system to conduct 
itself in acommercial manner in order to con 
equal basis with other customers. Olle" f "2-2 2q 
Pepeceain “cost efficient operations, profit (or at least 
break-even) oriented goals and funding processes are 
ies. i zed in a LCE. en of commercial enterprise. 
Revolving funds enable both DFSC and MSC ¢t9 conduct the 
flexible and ever changing business of POL e2ffectively. 
Only individual service fuel requirements are actually a 
Poze Of the DOD budget, wich DE SCANS Genacauisit=ion. and 


Qistribution expenditures refunded by service customers. 
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WEenin this cofimercial context, DFSC acts as _ DOD! 


in 


p2u 


Perxon’ “Urder exclusive contract) for POL procurcae = 


sv 


wy 
routing,- with data obtained from DFR/JPO agents regardin 
requirements. The MSC Tanker Division "shipping company" is 


Smee clement of the transportation resources available to 


DFSC for POL movement. Essentially a tramp operaticn by 
feet en, wlSc tankers have no home port. Instead they 


Soamel continuously worldwide to perform pickup and delivery 

Mee wy2t es based On the dictates of DFSC scheduling. 

Bec@euse Of “the nazure df DOD POL requirements for pr: na- 
mail 


o£ sensitive aviation type fuels, the clean 


= 


s 
Ker 2aS Deen ens Mas Oreaocus Of MSC Utl l = zaeiion. 
eCmp PSOUUGC tat K or uba= Ueovided Yone pecescary 
Rta Mizatwon cl 4@ Varisty of POL produ 
i 


and flexibility of »pera 


Ten Se somwasO tae PDECauc. tanker industry was 4 
EUG gs 1g business, expanding rapidly 5 mset surplus 
demand. Today Ge@ss in a state of collapse, *ith growang 


2) 
Peoss Capacity and increasing scrap and lay-up aczivities. 
S 


nh 
While DOD's enphasis on cost effectiveness has not changed, 


Mmemaces ({alorg with the rest of the world) underlined thar 
emDhasis by actively seeking cheaper nodes of POL transport 
S2ear seemingly without regard ¢*9 readiness. Pre: resuleeng 
anmcrease in localized refinery/pipelins/tug and barge usage 
has played a najor part in the deciine of the product canker 
Ppa Ustry . 

Legislation within the United States promises to play an 
ever larger roie in that declins, as che government 
evidences a charging attitude toward tne Merchant Marine in 
general. Protective policies of past decades appear to be 
Giving way to a reliance upon market forces and a disincili- 


meson £or financial involvemant in U. S. shipping. 
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PgieemorteDetustrates ene declins on midetari@y useful 
Peoaquct tankers ove> the last <thr3e dacades. ANG@Seiene in 
né2dqd is not an unusual phenomenon subsequent to contingercy 
and War Situations, and the groWing size of tankers is 


e=el2ctod 21 the much slower decline in dead weight tonnage. 
a 


There has been, nonetheless, a very shazp drop in the vast 
decade. POlrecasts indicste that tais dscline is likely te 
Bemoart-Culerly steep for the remainder of the 1980's a+ 
meas ~ . Mvlatasily useful product tankers ar2 obviously a 


@ying breed in @ rapidly decaying iadustry. 
Tiewaatiat question zaised by =kis gloomy sutiook mus= 
ees 'SO What?", How genuinely impoztant is the mil: 


Meetul preduct tanker in the futurs DOD petroleum dis«~ri bu- 

Beesyocen inh bovh psacstim2e akd contingency Situations? 
Mere Gal) -n2S tanker do that 20 Other mode cana? Whaet makes 
the decline =o meClcan DEOGlcmwns cannes. tlce= 2° Matter OF 
concern 3 


ensive study could be built aér 


x ou 
Wiest i1o1s. *Although thexs2 is research bsing done cor 
searc 


Peer eradsportacion in general, very limited re 


eemeeriing the actual valu2 of the product tanksz in partic- 
Mac to DOD. Ueeees ie) Shay aoe se however, that thea 
product tanker offers speed, file e150 ae aed Ce=d0.Charce— 


Heeistics (1.2., Size and nilitary POL ea ee that 


ale particularily adaptable to Wartime and contingency 
scenarios. Tt has not necessarily been established «hat 


mreyewale sche only mncde of transport offering such advan- 

S it certain that the present situation dces 
femescorloce a natural market ovruning of an outdated and high 
Cosce commodity, with potential replacement by better alter- 
natives. What is certain is that the product tanker is one 
of the most expensive distribution elements for DOD, and is 


thus highly susceptible to cost effectiveness policies. 
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[f one accepts that the product tanker is vital to DOD 
operational planning, than it is necessary to explore <ha 
types of action and behavicr that can be utilized in an 


exrfort to retain it és a viable resource. 


Be. CONCLUSIONS 


TRETe€ appear to be three general action alternatives for 
consideration regarding the po al demise of the produc+ 


*anker flisec: 


Nae WaKo.e2Ccten oO SUDDOrE end Nainzaia 
product tanker availapility; 

map A Gebe! fos ho Cuangung G1vi-onner 

een OS CO “nC tang. 


These alterna: Ww s 2 
emeioC ViEWrOln<:, since they are presently <h 
Sencerned and involved in th f 5 


imcuseussing the first 


Oe tle Sel as oe 


() 


a a 
meeeectul to includs a number of actions which MSC has id¢n%:- 
ra O° 3 


j- 
(D 


das having value ¢ 


8 
Cc 

AEs POlecy Of seetant 167 
MEG ce tanker Sesource. Encludea are stzoeng DID opposit? 


= 


A 
O 
aT) 


een a0th CDS epayment and ANS exports, as well as several 
indirect subsidization schemes. Tn2 latter involve «hs 


tl 


Suggestion that other employment be created for small clean 

Product tankers, SUGI™ 2S =@GerecasSds alt loa=' istozage and 
memmeling at Sea responsinilities, or chat the WSC fleet be 
openly cver-sized +o meet contingsacy requiremeats rather 
than peacetine needs. In addztzon, they suggest that 
current commercial surplus tankers destined for scrap be 
purchased (at considerably lower prices) for expansion of 
the Ready Reserve and National Defense Reserve fleets. 
Finally, they suggest that direct subsidy, when compared 
with the costs of reduced capability, may be the least 


expensive alternative in the long run. 
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Aside from opposition to CDS repayment and ANS exports 


= 


each of these actions designed to retain the oroduct sanke- 


fleet represent a considerable cost to DOD and =the govera- 


MeN. Excess capacity, as the commercial industry has 
discovered, is excessively expensive. Funding £Orepeetaei— 


t 


RRF and NDRF is a budget item which receives annual pains 
taking Cengressional attention, and additional funding for 
S@Gq41Sition and maintenance is unlikely to receive favorabl;3 
E2soponse. Tha afloat storage vs. in-ground storage issue is 
Bae which tequitres further study aad pienning before e2%ing 
peuact. On. Ther] is some question, moreover, as to whether 


eae =Uug and barge ccmbinaticn migh& not be the all around 


Pemezet method £Or such Storage. Based- UPON CUBS Sue Gove aa— 
mental a*«titudes and policies, it appsars unlikely cha: 


Pees=c2 Sluibsidy of <he osroduct tanker fleet is a viablis 
ie 


alternative. Onl 


(D 
ry 
(D 


2fueling at sea activity, in which 


i 
Boe requirements have morstthan doubied over the past six 
Ons 


Vears, appears to offer potential ¢£ increased pz=cduct 
tanker employnen«. Yet as DFSC ‘Gditimies to utilize orner 


QO 


foes and Teduce “SC flest size, this aspect is unlikely <= 


ct 


BPeovw1ce sutficient emoloyment for  dptinal contingency flee 
sz°ng f xXeft. 64}. 

The second alternative action, adapting to the changing 
environment, requires a change in some of the basic éessunp- 
itions which Underlie current operational planning. SG 
suggests that present planning assumes that the majority of 
pQMm=eCautreda £OL Wartime and contingency efforts will origi- 
mate from the United States (specifically from the Gulét 
coast), thereby requiring extensive product tanker capa- 
bility [{Ref. 65}. DFSG, RW OWeVEr, — COlceaces. tor and  “Ssores 
POL worldwide. If the assumption were modified to reflect 3 
dependence upon oil sources within projected scenario loca- 
tions, as well as distribution systems, from NATO allies, 


potentially less product tanker capability would be 
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sau ired. The latter suggestion has been raised by Janes 
Milas, Depury Direetor of the Tanker Diwesion a= "ec 
Headquarters. Other Suggestions includ] a relaxing o= she 
requirement to use U. S. flag vassels which would nave an 
impact on MSC fleet requirements. Mr. Milas sugges-zs thet 
eyes aepencence which could be placei on a foreign ship cw# 
Beeeranspor= POL into a contingency or wartine area nay 
Pomecme Extent a Eunction of the aollar atice DOD is willing 
Bewray £O0r Such service fRef. 66 }. 

Within the context of changing assumptions is a require- 


ee Cr Seomweribedumea SSeS Suen ef avec wa ple: = Neco 


Q 
D 
07) 


ve €@ planned conversion or adaptation scheme anda 


}4 
os 
Gr ss 
Ht 
ar 
ae: 


Bact ecnd ct O2s2tl= hold acttens by DID on. Ce sees 
resources. is —_— GEUqe Weta nkKesstare 7 Likely. FO 2 ahs 
primary available asset, then a scheme by which they can be 
G@urckiy converted for POL lift must be devisei. Bees G 
Peet s ~O tre New anvironment by sizing its fleet stméictly 
@emmec. DYSC needs, then conting2acy pianning must include 
Siewmumoer Of Shios likely to be required to expoand this 
mie Ot Determine =2On Ce Che Trela2eionsh.o between Civigsen 
requirements and nilitary réquiremants in contingency situ- 
sions is recessary +o identify the extent of resources 
mata ole LCr militery hold and utilization. Un a dei 160, 
PeeanenG must include an identification of available foreign 
Beosage facilities and a determination of whether increase? 


Peeompiosi: tioned storage is aviable alternative to ttans- 


O 


ceanic shipment. 

Finally, an increased dependence on commercially avail- 
able fuels versus the current dependence on fuels refined to 
meé2t military specifications, could potentially increase the 
available resources for POL lift. Pace product tanker'’s 
primary advantage is, att Crea Menace abdiacy, £O striccly 
compartmentalize and protect Sensitive military fuels. 


mdem> loss susceptibleli to short taak Iife and contamination 
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could ezfectively increase the number of shivs available to 
Carry it, as well as decrtasing currant necessary adaptation 
requirenents. In additisn, the use of comnercially avail- 


- 


able fuels would also increase the base of acquisitions bot 


— 


locally and worldwide. There is, 22 course, a performancs 
G@es- in such an alternative. Rees a COSteewaren) ULtinaqeely 
Miweh= Measured against the cost sf tco lig@@le lift Gaipa- 
Beaaty and too few POL sources. 

The “last eiternative involves allowing the mazket to 
essentially take care of the proplem through supply/demands 
Oompetition factors. Faking No action weuld-sesult, +thso- 
mecically, in: jee lowmeng DESe 


ma =ne World mazKe:t =o 
Lp 


a 
mRuinue to increase dependence on pi 


co eine and. tug bazge 

MOdGd2S Of transport; 2) allowing a continued decrease in SC 

flest sizing based on decreasing DFSC requirements; 2) 
2GeCnh tO Ciietiail a dinia-shing commercia 


O 
Mico amec oo +) Cel“ N GC ngewoon Market forces =o su 
Sweatt oun eOGuc. <anker caps bDility. 
RememOOLe UNAey to Choose an alternativewsaccion inpliaes 
the ‘situation has been closely studied, accenpr 
ivities are well under way. Ad O 
Spveousiy =he preferred course in this instance, = 
Geeediy approaching the pcint where the only alternative 
Meil be to react to this changing resource environn 
With the excaption of the Military Sealift Command Tanker 


Division, there appears to be limit)2d involvement or concern 


() 


regarding the potential loss of the product tanker fleet as 
an element of sealift capability. At the present time, only 
oné pertinent study appears to be anderway. The original 
MDOD Sealift Study" attempted to isfine and quantify ali 
myocecm Of §ift Capability fequired for contingency and 
wartime purposes [Ref. 67}. Because of major disagreements 
CemcerEneng the study's projections for future capability 
With regard to the product tanker by the MSC Tanker 
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Division, @ separate study is now being conducted és an 
aayumet to the original with its primary focus on <he 
product tanker tesource [Ref. 68,69]. It is to be hoved 
Prd-e such a study will provide a base of information fre 

Moick DOD planners can define a policy of action regarding 
pep's Sole if future POL sealift 


Pio cee k =Seulos 


mas 


In the final analysis, there are onl: 

Which must ce considered and resolve2i3 1) how much ana wh 

the DOD postr 
C 


jeum distribution system to continus <5 operate affe 


MEbG GE GCartying capabilitv is pee ees ra 


O 
r 


a 
pmduezyj What trade-offs between readiness and cos: ¢effic 
fPoepOD Pilling tc make. 


The product tanker has been 2 readily availebl= and 


tive of the qualities of guick response needed by «zhe mili- 
mamy ©.O let disappear. It is unlikely, however, that it can 
Semeind= 20 carry the burdén for ?3L sealirt responsiblizy 
in contingency and wartime scenarios. 
MEO assume that you can move huge amounts of petroleun 
meme wats tonces (Via the product cank@r) ... 1S just not 
valid anymore. Maceo Ral cary has to adapt its planning 
es when the commercial system changes, we nave tc 
aang = Peewo doi: Gnhange andgwe Can't adapt, =h=n we 
will have +5 spend bundles cf dollars to create our own 
dis<ri bution systen Vad TOvonew ss going to: be wailing 


¢ 
~Ji 


to. do that" [ Raf. 70] 

Readiness does not depend upon the product tanker, but 
on the ability of DOD to get POL where it's needed and when 
it's needed. Therefore, it is vitally important to identify 
where availéeble and assured sources of POL are, and thus 
determine route distances required for movement and ulti- 
mately the transportation mod2s best suited for those lift 


situations. 
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Simultaneously it must be accepted 
quality which will always e 


elusive 
Ultimately our degree of 


iwmits. 
how MUCH We are willing t> pay for it. 


is 
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